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COMMONWEALTH OF VIRGINIA

STATE CORPORATION COMMISSION
AT RI CHVOND, JUNE 22, 2001
APPLI CATI ON OF

THE POTOVAC EDI SON COVPANY
d/ b/ a ALLEGHENY POWER CASE NO. PUE000280

For approval of functional
separation plan

ORDER PRESCRI BI NG NOTI CE _AND | NVI TI NG COVMENTS
AND/ OR REQUEST FOR HEARI NG

On Decenber 19, 2000, the Potomac Edi son Conpany d/b/a
Al | egheny Power Conpany ("AP" or "Conpany") filed an application
in Case No. PUEO00280 pursuant to 8§ 56-590 of the Code of
Virginia, for approval of the second phase ("Phase I1") of its
pl an for functional separation of its generating assets fromits
transm ssion assets, as required by the Virginia Electric
Utility Restructuring Act, Chapter 23 (8 56-576 et seq.) of

Title 56 of the Code of Virginia (the "Act").?!

1 On Cctober 16, 2000, The Conpany filed an application in this docket, Case
No. PUEO00280, requesting the Comr ssion to accept its Menorandum of
Agreenment with the PIM Interconnection, L.L.C, an independent system operator
as satisfying the Conpany's obligation under the Act to join or establish a
regional transmssion entity ("RTE") no later than January 1, 2001. By Order
dat ed Decenber 20, 2000, the Commi ssion established a separate case, Case

No. PUEO00736, Conmonwealth of Virginia, ex rel. State Corporation
Conmi ssi on, Ex Parte: The Potonac Edi son Conpany d/ b/a All egheny Power,

Regi onal Transmission Entities, for the purpose of considering the RTE
Matters separate and apart fromthe issues in this proceeding.



http://www.state.va.us/scc/contact.htm#General

AP filed its application for approval of the first phase,
of its functional separation plan ("Phase I") on May 25, 2000.
Phase | of AP' s functional separation plan involved the
Conmpany's proposal to separate its generation facilities from
its transm ssion and distribution facilities by transferring its
generating assets, certain utility securities, and certain
contractual entitlenments to generation to an affiliate,
Al | egheny Energy, LLC.?

On July 11, 2000, the Conm ssion issued an order in this
docket approving the Phase | transfers subject to the ternms of
t he Menorandum of Understanding ("MJU'), as suppl enented,

negoti ated between AP and the Conmission Staff ("Staff").® On

2 At the time of its original Phase | filing, the Conpany referred to the
generation affiliate as "GENCO. " The Conpany's Phase Il application
identifies the affiliate as All egheny Energy Supply, LLC ("Allegheny

Ener gy") .

3 Application of the Potomac Edi son Conpany d/b/a All egheny Power, For
approval of a functional separation plan, Case No. PUE000280, Order Approving
Phase | Transfers (July 11, 2000). The Conpany filed in its Phase
application a Menorandum of Understanding ("MOU') it reached with the Staff.
In the MOU, the Company agreed to certain representations and undertakings in
order to conply with requirenents in the Act. In the MOU, the Conpany agreed
to: (i) reduce base rates of its Virginia custoners of $1 mlIlion annually,
effective July 1, 2000; (ii) not file an application for a base rate increase
prior to January 1, 2001; (iii) operate and maintain its distribution system
in Virginia at or above historic levels of service quality and reliability,
and to nmaintain that quality of service through tinmely inprovenents needed,
(iv) provide default service under the Act by contracting for generation
services for default service custoners at the sane cost that it would incur
to serve custoners fromthe units it owned at the tinme of the filing of its
application, before divestiture to Allegheny Energy; and (v) term nate its
fuel factor cost recovery nmechani sm and recover fuel costs in base rates. In
the July 11, 2000 Order, the Comr ssion approved several of the provisions of
the MOU but reserved consideration on the MOU provisions that related to the
elimnation of the fuel factor; reserving those issues to the hearing
schedul ed on July 20, 2000.




July 26, 2000, the Commi ssion approved an expanded settl enent
between Staff and AP in its Order Approving Elimnation of Fuel
Factor and Establishing Capped Rates.?

In its current application for Phase Il for its plan for
functional separation, AP indicates that the Phase | transfers
previ ously approved by the Comm ssion were effective August 1,
2000. The Conpany's application states that AP transferred al
of its generating assets to Allegheny Energy, except for four
hydroel ectric generating facilities located in Virginia. W
note that the Conm ssion approved the transfer of the
hydroel ectric facilities on Decenber 14, 2000 in its final order
in Case No. PUAO0O0064, to a subsidiary of AP, Geen Valley
Hydro, L.L.C., which, according to AP, was to becone a

subsi di ary of Allegheny Energy.®

4 Application of the Potomac Edi son Conpany d/b/a Al egheny Power, For
approval of a functional separation plan, Case No. PUE000280, Order Approving
El i m nati on of Fuel Factor and Establishing Capped Rates (July 26, 2000). In
the July 26, 2000 Order, the Conmi ssion approved the elimnation of the fue
factor recovery nechanismin AP's rates, ordered the Conpany's fuel expenses,
estimated in the MOU at 1.181 cents/kWh to be rolled into its base rates,
approved the proposed $1 million rate reduction, and established capped
rates. The Commi ssion al so approved the Conpany's agreenent not to inpose
any wires charges during the capped rate period.

> See Application of the Potomac Edi son Conpany d/b/a Allegheny Power, For
approval of transactions under Chapters 4 and 5 of Title 56 of the Code of
Virginia, related to the transfer of utility assets and utility securities to
an affiliate, Case No. PUA000064, Order Granting Approval (Decenber 14,

2000). Ordering Paragraph (5) required AP to subnit a report of action

i ncluding the date of transfer, description of assets, and the accounting
entries reflecting the transactions to the Conmi ssion's Director of Public
Uility Accounting within sixty (60) days of the authorized transfer. To
date, the Conpany has not filed a report notifying the Conm ssion of the
conpl etion of any of the approved transfers.




Pursuant to the Conm ssion's Regul ati ons Governi ng The
Functional Separation O Incunbent Electric Utilities Under The
Virginia Electric Uility Restructuring Act, 20 VAC 5-202-10 et
seq. (the "Rules"), in Phase Il of its application, AP has filed
cost of service studies, as required in the Rules. The Conpany
filed studies reflecting total conmpany and total Virginia
operations, and reflecting Virginia jurisdictional and Virginia
non-jurisdictional operations, for the 12 nonths ended
Decenber 31, 1999. As required by the rules, the Conpany al so
filed a cost of service study that separates Virginia
jurisdictional operations by class and function for the twelve
nmont hs ended Decenber 31, 1999. According to the Conpany, the
study was based on the cost of service study in the Conpany's
nost recent AlIF, but includes adjustnents to revenue to
annual i ze rates effective August 7, 2000, as approved by the
Conmi ssion in this proceeding.®

The Conpany has al so filed proposed retail access tariffs,
whi ch, according to the Conpany, contain certain revisions and
additions to its current retail electric service tariffs. AP's
proposed retail access tariffs separate bundled nonthly rates
for service into unbundl ed conponents to reflect distribution,

transm ssion and generation charges. Transm ssion charges are

6 See Application of the Potomac Edi son Conpany d/b/a All egheny Power, For
approval of a functional separation plan, Case No. PUE000280, Order Approving
El i m nati on of Fuel Factor and Establishing Capped Rates (July 26, 2000).
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al so unbundl ed into base and ancillary services. The Conpany
describes in its application how the unbundl ed rates were

cal cul ated. According to the Conpany, to calculate the rates,
AP first established jurisdictional annualized revenues using
rates and billing determ nants based on those previously
established in this proceeding.” Annualized revenues were

cal cul ated frombase rates effective August 2000, and billing
determinants froma test period for the 12 nonths ended
Decenber 31, 1999.

Significantly, the Conpany's retail access tariffs also
include a "m ni mum stay provision" for non-residential custoners
who voluntarily choose to return to default service. The tariff
requires a mninmumcontract termof one year for non-residential
customers who voluntarily return to AP's default service.
However, if a non-residential customer is returned to default
service because its conpetitive service provider defaults, the
custonmer may return to default service until it chooses a new
aut hori zed conpetitive service provider, as long as the custoner
begins to take supply froma new conpetitive service provider
wWithin 90 days fromthe effective date of the custonmer's initial

return to default service.

7’ See note 6, at p. 4, supra.



In addition, the Conpany states in its application that
whil e no changes are proposed at this tinme to its |ine extension
pl an, the Conpany may propose nodifications at a |later date to
reflect retail access. Further, AP is not proposing any changes
to its co-generation schedule which is part of the Conpany's MOU
agreenent with Staff, but the Conpany indicates it will file to
nmodi fy this schedule after Decenber 31, 2001

AP also filed inits tariffs a "Conpetitive Service
Provi der Coordination Tariff,"” which AP states is to define the
operational relationship between the Conpany and conpetitive
service providers for their provision of conpetitive generation
service in the Conpany's territory. The Conpany's conpetitive
service provider coordination tariff addresses, for exanple,
such issues as creditworthiness requirenents, nonconpliance and
default, |oad forecasting and scheduling procedures, and
conpetitive service provider custonmer billing.

The Conpany represents that it expects to conply fully with
the Conmm ssion's rules governing relations between affiliated
functionally separated entities as set forth in 20 VAC 5-202- 30.
Furthernore, it indicates that as a subsidiary of a public
utility holding conpany, AP is required to account for intra
hol di ng conpany systemtransactions at fully distributed cost as
opposed to the asymetric pricing requirenent set forth in the

Commi ssion's rules. The Conpany states that because of the



limted nunber of transactions between AP and Al |l egheny Ener gy,
AP does not believe that this requirenment will present
significant problens at this tinme. |[If problens should arise,

t he Conpany represents that, it may request a waiver or
exenption fromthis requirenent.

NOW THE COW SSI ON, upon consideration of this matter, is
of the opinion that notice should be given of the Conpany's
filing in this matter, and that interested parties should have
the opportunity to coment and request a hearing on the
appl i cation.

Section 56-590 B 2 of the Code of Virginia requires the
Commi ssion to "direct the functional separation of generation,
retail transm ssion and distribution of all incunbent electric
utilities.” As noted above, the Comm ssion approved the
transfer of all of AP's generating assets to affiliates in
previous orders it issued |last year. Additionally, the
Comm ssion has al so previously approved the elimnation of the
fuel factor recovery nechanismin AP' s rates and established
capped rates.

Under the Act, AP nust obtain approval fromthe Conm ssion
of the unbundled rates, the retail access tariffs and the
conpetitive service provider tariffs included in Phase Il of the

Conmpany's application for its plan for functional separation.



The Conpany has not requested any wai vers or exenptions fromthe
filing requirenents in the Rules.

Accordingly, IT IS ORDERED THAT:

(1) AP shall pronptly nmake a copy of its application and
supporting nmaterials available to the public who may obtain a
copy of the application, at no charge, by requesting it in
witing fromAP s counsel at the address detail ed bel ow

(2) Any interested person nay submt conments or requests
for hearing on or before July 27, 2001, by filing such witten
comments and/or requests with Joel H Peck, Cerk, State
Cor porati on Conm ssion, c/o Docunment Control Center, P.OQO
Box 2118, Richnond, Virginia 23218. Said comments or request
for hearing shall refer to Case No. PUE0O00280. Any request for
hearing shall detail reasons that such issues cannot be
adequately addressed in witten comrents.

(3) Any person filing comrents or filing a request for
hearing shall also file, on or before July 27, 2001, a notice of
participation in accordance with Rule 5 VAC 5-20-80 B of the
Commi ssion's Rules of Practice and Procedure, 5 VAC 5-20-10 et
seq.

(4) A copy of such comments, requests for hearing, and
notice of participation shall simultaneously be sent to counsel

for the Conpany as follows: Philip J. Bray, Esquire, Al egheny



Power Conpany, 10435 Downsville Pi ke, Hagerstown, Maryl and
21740-1766.

(5) The Comm ssion Staff shall review the application and
shal |, on or before Septenber 4, 2001, file a report detailing
the results of its investigation.

(6) AP shall respond to witten interrogatories within
seven (7) cal endar days after recei pt of sanme. Except as
nodi fi ed above, discovery shall be in accordance with Part 1V of
the Conm ssion's Rules of Practice and Procedure, 5 VAC 5-20-10
et seq.

(7) On or before July 11, 2001, the Conpany shall publish
the followi ng notice to be published as display advertising (not
cl assified) on one occasion in newspapers of general circulation
t hroughout its service territory:

NOTI CE TO THE PUBLI C OF AN APPLI CATI ON BY
THE POTOVAC EDI SON COVPANY DY B/ A ALLEGHENY
PONER, FOR APPROVAL OF A PLAN FOR FUNCTI ONAL
SEPARATI ON OF | TS GENERATI ON ASSETS FROM I TS
TRANSM SSI ON AND DI STRI BUTI ON ASSETS UNDER

THE VIRG NI A ELECTRI C UTI LI TY RESTRUCTURI NG
ACT, CASE NO. PUE000280

On Decenber 19, 2000, Potomac Edi son
Conmpany d/ b/a Al egheny Power ("AP" or the
"Conpany") filed an application with the
Virginia State Corporation Conmm ssion ("the
Comm ssion"), pursuant to Virginia Code
§ 56-590 B of the Virginia Electric Uility
Restructuring Act ("Restructuring Act" or
"the Act"), for approval of the second phase
("Phase 11") of its plan for the functional
separation of its generation, transm ssion



and distribution assets, and activities (the
"Application").

In its current application for
Phase |1, the Conpany states that, effective
August 1, 2000, it transferred all of its
generating assets except its four Virginia
hydroel ectric facilities ("hydro") to
Al | egheny Energy, LLC ("Allegheny Energy").
On Decenber 14, 2000, the Conm ssion
approved the transfer of AP s four
hydroel ectric facilities. AP was to provide
t he Conm ssion sixty days notice of the
transfer of the hydro facilities. As of
yet, no notice of the approved transfers has
been filed with the Conmi ssion.

In its Phase Il application, the
Conmpany filed proposed retail access tariffs
that separate bundled nonthly rates for
service into unbundl ed conponents to refl ect
di stribution, transm ssion and generation
charges. Transm ssion charges in the
Conpany's tariff are al so unbundled into
base and ancillary services. The Conpany
describes in its application how it
cal cul ated the proposed unbundl ed rates. AP
represents that in calculating its unbundl ed
rates, the Conpany first established
jurisdictional annualized revenues using
rates and billing determ nants based on
those previously determned in this case.
The annual i zed revenues were cal cul ated from
base rates effective August 2000, and
billing determ nants froma test period for
the 12 nonths ended Decenber 31, 1999.

Significantly, AP's retail access
tariffs also include a "m ni nrum st ay
provi sion" for non-residential custoners.
The tariff requires that non-residential
custoners who voluntarily return to AP's
default service nust sign a one year m ni num
contract to receive electricity generation
from AP. However, if a non-residenti al
customer is returned to default service
because its conpetitive service provider
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defaults, the custonmer may return to default
service until it chooses a new authorized
conpetitive service provider, as long as the
cust omer begins to take supply froma new
conpetitive service provider within 90 days
fromthe effective date of the custoner's
initial return to default service.

The Conpany also states in its
application that while no changes are
proposed at this tine to its current tariff
provisions relating to the Conpany's |ine
extensi on plan, the Conpany nay propose
nodifications at a later date to reflect
retail access. The application also states
that the Conpany is not proposing any
changes to its co-generation schedul e, but
will file to nodify Schedule CO- G after
Decenber 31, 2001. AP also filed a
"Conpetitive Service Provider Coordination
Tariff," which the Conpany states is to
define the operational relationship between
t he Conpany and conpetitive service
providers for their provisions of electric
generation service in the Conpany's service
territory.

The Conpany further states that it
expects to fully conmply wth the
Commi ssion's rul es governing rel ations
between affiliated functionally separated
entities as set for in Comm ssion rule
20 VAC 5-202-30. It represents that as a
subsidiary of a public holding company, it
is required to account for intra hol ding
conpany systemtransactions at fully
di stributed cost as opposed to the
asymmetric pricing requirenment set forth in
the Comm ssion's rules. The Conpany
represents though that because of the
[imted nunber of transactions between AP
and Al |l egheny Energy, AP does not believe
that this requirenment wll present
significant problens at this tine; if
probl ems should arise, the Conpany
represents that it may request a waiver or
exenption fromthis requirenent.
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A copy of the captioned application is
avail abl e for inspection between the hours
of 815 a.m and 5:00 p.m in the
Comm ssion's Docunent Control Center |ocated
on the first floor of the Tyler Building,
1300 East Main Street, Richnond, Virginia.
The application may al so be requested in
witing fromAP s counsel at the address
not ed bel ow.

Comments on the application or requests
for hearing nmust be submtted in witing to
Joel H Peck, Cerk, State Corporation
Comm ssion, P.O Box 2118, Richnond, Virginia
23218, on or before July 27, 2001, referring
to Case No. PUE000280, and shall also be
served on AP's counsel at the address noted
bel ow. Requests for the hearing shall state
why a hearing is necessary and why such issues
cannot be adequately addressed in witten
comments. Any person filing comments or
filing a request for hearing shall also file a
notice of participation as required by Rule
5 VAC 5-20-80 B of the Conm ssion's Rul es of
Practice and Procedure on or before July 27,
2001.

Al'l correspondence should refer to Case
No. PUE000280. A copy of any comrents or
request for hearing, and notice of
participation nust also be sent to counsel
for AP as follows: Philip J. Bray, Esquire,
Al | egheny Power Conpany, 10435 Downsville
Pi ke, Hagerstown, Maryland 21470-1766.

If no sufficient request for hearing is
received, a formal hearing m ght not be
hel d.

| nt erested persons nmay obtain a copy of the
Commi ssion's Order Prescribing Notice and
Inviting Comments and/or Request for Hearing
establishing the proceeding in this matter and
setting forth the conpl ete procedural schedul e
applicable thereto, fromthe Comm ssion's Wb
Site,
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http://ww. state.va. us/scc/ casei nfo/orders. htm
or by directing a witten request for a copy of
the same to Joel H Peck, Cerk of the

Comm ssion, at P.O Box 2118, Richnond, Virginia
23218, and referring to Case No. PUE000280.

THE POTOVAC EDI SON COVPANY D/ B/ A
ALLEGHENY POWNER

(8 On or before July 18, 2001, the Conpany shall serve a
copy of this Order upon governnental entities within its service
territories as follows: (i) upon the Chairman of the Board of
Supervi sors of any county, (ii) upon the mayor or manager of any
county or city, or (iii) upon officials conparable to the
foregoing within counties, cities, or towns having alternate
fornms of governments. Service shall be nmade by first-class
mail, or by delivery to the customary place of business or the
resi dence of the person served.

(9) On or before Septenber 20, 2001, the Conpany and any
interested person may file with the Cerk of the Conm ssion any
response to Staff's Report.

(10) On or before July 18, 2001, the Conpany shall file
with the Cerk of the Comm ssion proof of the notice and service
requi red by ordering paragraphs (7) and (8).

(11) This matter is continued for further orders of the

Conmmi ssi on.
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